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ABSTRACT 
This paper examines the effects of changes in the Hang Seng Index (HSI) 
constituents for the period from January 1974 to January 1998. The results show that 
positive (negative) excess retums on stocks are associated with the additions to 
(deletions from) the index. Market responses to the additions mainly on the next 
trading day after the announcement of changes. These are consistent wkh the semi-
strong form under the Efficient Market Hypothesis. However, the responses to 
deletions are found to be statistically significant on the announcement day. Since 
changes to HSI constituents are usually released to the public after the close of the 
stock market, these reactions violate the semi-strong form of market efficiency. No 
significant market responses are noted on the effective day of composition changes. 
Li analyzing the causes of excess returns, the results lend support to the price pressure 
hypothesis rather than the information hypothesis. 
iii 
TABLE OF CONTENTS 
ABSTRACT ii 
TABLE OF CONTENT iii 
LIST OF DLLUSTRATIONS iv 
LIST OF TABLES v 
ACKNOWLEGEMENTS vi 
Chapter 
1. MTRODUCTION 1 
n. OBJECTIVES 3 
m. LITERATURE REVIEW 4 
r / . THESAMPLE ....9 
V. METHODOLOGY 14 
The Market Model 15 
Methods to Estimate the Excess Returns 16 
VI. RESULTS AND ANALYSIS 19 
Price Effects on Inclusion in HSI 19 
Price Effects on Exclusion from HSI 33 
Comparison between Inclusion and Exclusion 41 
vn . MPLICATIONS 42 




LIST OF ILLUSTRATIONS 
CHART 1: AVERAGE EXCESS RETURNS OF 27 STOCKS 
ADDED TO HSI". 24 
CHART 2: CUMULATIVE AVERAGE EXCESS RETURNS OF 27 STOCKS 
ADDED TO HSI 26 
CHART 3: AVERAGE EXCESS RETURNS OF 17 STOCKS 
ADDED TO HSI 31 
CHART 4: CUMULATIVE AVERAGE EXCESS RETURNS OF 17 STOCKS 
ADDED TO HSI 32 
CHART 5: AVERAGE EXCESS RETURNS OF 18 STOCKS DELETED FROM 
HSI 39 
CHART 6: CUMULATIVE AVERAGE EXCESS RETURNS OF 18 STOCKS 
DELETED FROM HSI 40 
V 
LIST OF TABLES 
TABLE 1: CHANGES JN HSI FROM 1974 TO 1998 11 
TABLE 2: SAMPLE OF STOCKS ADDED TO HSI 12 
TABLE 3: SAMPLE OF STOCKS DELETED FROM HSI 13 
TABLE 4: RESULTS OF 27 STOCKS ES[CLUDED JN HSI 20 
TABLE 5: CUMULATIVE AVERAGE EXCESS RETURNS OF 27 STOCKS 
ADDED TO HSI 26 
TABLE 6: RESULTS OF 17 STOCKS mCLUDED ESF HSI 27 
TABLE 7: CUMULATIVE AVERAGE EXCESS RETURNS OF 17 STOCKS 
ADDED TO HSI 32 
TABLE 8: RESULTS OF 18 STOCKS EXCLUDED FROM HSI 35 
TABLE 9: CUMULATIVE AVERAGE EXCESS RETURNS OF 18 STOCKS 
DELETED FROM HSI 40 
vi 
ACKNOWLEGEMENTS 
This paper is the product of far more than two authors. We would like to thank 
our project supervisor. Professor H. Zhang, who patiently read each of the following 
chapters, and gave us invaluable support and advice. We are indebted to HSI 
Services Limited. Without its provision of information，this project would not have 
been possible to be completed. We also extend our thanks to Ms. Joanne Yim and 
Ms. Elisa Wong who spent their valuable time to proof-read the manuscript. Finally, 
thanks are due to Patrick's beloved wife, Belinda，for her ever increasing support. 
1 
CHAPTER I 
• R O D U C T I O N 
Revisions of stock index composition and the associated stock price changes 
have been a subject of interest for scholars and investors. Substantial number of 
researches have already been conducted overseas to examine this issue. Although 
index compilers often emphasize that their indexes are under continuous revisions to 
keep them representative of the stock markets, many of these studies yield insight into 
price pattern. Results indicate that excess returns on stocks are related to the 
revisions and there are implications on the Efficient Market Hypothesis^ 
Li this paper, the Hong Kong stock market is the main focus. Among the stock 
indexes published, HSI has the longest history and is well recognized in the 
investment community both at home and abroad. It is therefore selected for the study. 
A brief description about the index is exhibited in Appendix 1. 
This paper is divided into eight sections. The next section presents the objectives 
of this study. In the third section, several research papers are reviewed with particular 
emphasis on their methodology, findings and implications of the results. A 
description of the sources of data and the criteria of sample selection is shown in the 
fourth section. Following this section, the methodology for this paper is detailed 
including the model chosen for the analysis, the period of study and the statistical 
1 Under the Hypothesis, three forms of market efficiency are identified. While the weak form states 
that current market price reflects all information contained in past price movements, the semi-strong form 
states that all public-available information is fully reflected in current market price. For the strong form, all 
publicly available and privately held information is reflected in the current market price. 
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tests applied. After the analytical tools are applied, results are shown in the next 
section. Li the seventh section, the implications about the findings are discussed. 




This paper investigates the effects on stock prices which are associated with 
changes of HSI composition. In particular, the following will be explored: 
i. to assess whether additions to the index are associated with positive excess 
returns; 
ii. to assess whether deletions from the index are associated with negative excess 
retums; 
iii. to examine the price pattem in connection with changes of HSI composition with 
emphasis on: 
c. the time when market responses are found, 
d. the nature and duration of price effects, and 
e. the form of market efficiency under the Efficient Market Hypothesis; 
ii. to investigate whether one can devise trading rules to eam abnormal profits based 
on i to iii; and 
iii. to study whether price fluctuations associated with the changes of the index is due 




Lawrence Harris and Eitan Gurel investigated the relationship between the 
changes in volume and stock price as well as the revision of the Standard & Poor's 
500 Index (S&P 500) in 1986. Data from 1973 to 1983 were studied. Their results 
indicated that, for additions, volume increased significantly on the day following the 
announcement through to the fifth day. Price increases were also observed in the 
same period. They attributed the changes in volume and price to the effects of price 
pressure rather than changes in information content. Harris and Gurel asserted that if 
there was information contained in the revision of S&P 500，price should be 
permanently affected and that no price reversal would be expected. By adopting t-test 
and Bayesian approach, full price reversals were found to be statistically significant in 
the post-announcement period. These indicated that the price effect associated with 
the revision of S&P 500 was only temporary which was consistent with the price 
pressure theory. 
Christopher G. Lamoureux and James W. Wansley in 1987 studied the impact of 
changes in S&P 500 on stock retums from January 1966 to October 1985. They 
focused on the daily stock prices and volume in a 60-day period before and after the 
announcement of changes in S&P 500 constituents. The market model was used to 
measure any abnormal response. Their results indicated that stocks that were added 
to and excluded from the index since 1975 experienced statistically significant 
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positive and negative excess returns on the announcement day respectively. The 
excess retums were of similar magnitude for both additions and deletions. For 
additions, market responses concentrated on the announcement day. Nevertheless, 
they were not a permanent phenomenon. For deletion, responses concentrated on the 
announcement day and the following trading day. Larnoureux and Wansley refuted 
the argument that the excess retums were caused by information contained in the 
index changes because additions to the index did not affect cash flow or risk 
characteristics of the stocks concerned. They attributed changes in stock prices to 
price-pressure effect. According to this hypothesis, the supply curve for a common 
stock is less than perfectly price elastic for a given period of time. For a given level 
of information, an increase in demand for the stock will boost the price. Lamoureux 
and Wansley noted that the trading volume of stocks on the day of addition were 
significantly larger than the volume on other days. These changes were therefore 
temporary and the post-announcement trading volume ultimately returned to the pre-
announcement levels. Larnoureux and Wansley found that the change in demand was 
due to large block trades as well as index fund trades and suggested the increased 
demand itself was part of the information set which reconciled with the Efficient 
Market Hypothesis. 
In 1987, Prem C, Jain also examined the stock price relating to revision of S&P 
500 from November 1977 to December 1983. Using the price data from 120 days 
before and after the announcement day, he noted that stocks which were added 
(deleted) experienced positive (negative) excess returns on the announcement day. 
According to his research, firm size, had no bearing on the excess returns. Jain 
suggested that significant price reaction on the announcement day was not temporary 
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because he found a change in the riskiness of the securities as measured by beta. The 
results indicated that the S&P 500 revision did have information content. The change 
in beta showed that inclusion in S&P 500 was perceived as a reduction in the 
riskiness or increase in quality of management of the security. Price pressure was not 
supported in the research. Jain used other supplementary indexes published by the 
Standard and Poor's (S&P) which covered firms that were not in S&P 500 as a 
control group. Since most index fund portfolio did not trade stocks in these 
supplementary indexes, inclusion of a stock in a supplementary index should not lead 
to increase in demand from the fund managers. Nevertheless, significant positive 
excess returns on the announcement day were still noted for stocks included in the 
supplementary indexes. 
Li 1991, Herb Johnson assessed the market response on additions to S&P 500 
from 1978 to 1983 and from 1984 to 1988. Significant positive retums were noted on 
the day after the announcement. For additions, pre- and post- announcement period 
declines in excess returns were not significant. Johnson also studied option prices of 
the stocks concerned to determine whether the price increase as a result of additions 
in S&P 500 was due to price pressure or information effect. He argued that if the 
price pressure hypothesis was sound, one would expect either (a) option prices were 
unaffected by the announcement because the stock price increase was merely 
temporary (b) call option and stock prices both increased, but the stocks with traded 
options were affected less than stocks without them because the respective options 
shared the price pressure. Johnson asserted that substantial price rises of call options 
were so material that it was unlikely to be caused by price pressure. Moreover, the 
results noted that the prices of straight bonds of the related companies rose 
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significantly on the announcement day. Johnson suggested that if stocks and bonds 
were not perfect substitute, the results supported the information hypothesis. 
A recent study was conducted by Richard R. Merdenhall who analyzed the price 
and volume data relating to the change in S&P 500 from October 1989 to April 1995. 
Mendenhall adopted the event study methodology with two event dates: 
announcement day (AD) and effective day (CD). There were five observation 
windows: run up window (AD+1 to CD-1); release window (CD to release-ending 
day); post release window (day following release-ending day to CD+10); post AD 
permanent effect window (AD+1 to release-ending day); total permanent effect 
window (AD to release-ending day). Positive excess retums from the day after 
announcement to the day before the effective day were noted for stocks added to the 
index. Nevertheless, significant negative excess returns were experienced following 
the effective day. Similar price pattern in opposite direction was revealed for 
deletions. There were significant negative retums in post announcement period 
followed by price reversal. 
Mendenhall concluded that the significant excess returns following the 
announcement day were inconsistent with semi-strong form market efficiency because 
it was possible for investors to eam excess profit based on publicly available 
information. Ln addition, the price reversal on and after the effective day of the index 
change indicated a significant temporary stock-price effect prior to the change. The 
temporary stock-price effect was due to heavy index-fund trading around the time of 
the change. Consistent with this attribution was that, for both additions and deletions, 
the share trading on the day prior to the change was more than three times greater than 
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the announcement day, which also exhibited large volume relative to the pre-
announcement period. 




The sampling period is between from January 1974 and January 1998. Four 
categories of data are collected, namely, day-to-day HSI, dates of announcement of 
changes in HSI constituents, effective dates of changes in HSI constituents and daily 
stock prices. The first three categories are obtained from HSI Services Limited, the 
company that compiles HSI. Daily stock prices come from the Datastream, a 
company that collects economic, financial and stock data. 
To minimize errors in the analysis，verification is performed. The dates of 
announcement are verified with newspaper clippings of Sing Tao Daily and Wen Wei 
Pao，while the name of the stocks are verified by a search in company history through 
the Extel Financial Information, a company that provides worldwide stock 
information. 
Within the sampling period, 53 stocks were added to and 53 stocks were deleted 
from HSI. Among these stocks, 61 of them are excluded from the study (Table 1). 
Their exclusion is mainly due to the fact that 
1) Changes in stock names which are irrelevant to the study; 
For example, in May 1987, GI Cement was deleted from the Index but was 
added back under the name of GI Cement Holdings. 
2) Unavailability of stock price information as some stocks have already been 
delisted from the Hong Kong stock market; and 
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3) Unverified dates of announcements. 
Under these criteria, 27 additions and 18 deletions are included in the sample as 
shown in Table 2 and Table 3. 
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TABLE 1 
CHANGES YN HSI FROM 1974 TO 1998 
HSI Constituents Included in the Sample  
Deletions Additions Deletions Additions 
1974 5 5 2 4 
1975 2 2 0 0 
1976 0 0 0 0 
1977 0 0 0 0 
1978 3 3 0 0 
1979 1 1 0 0 
1980 1 1 0 1 
1981 0 0 0 0 
1982 0 0 0 0 
1983 0 0 0 0 
1984 5 5 3 3 
1985 2 2 0 1 
1986 4 4 0 1 
1987 5 5 3 0 
1988 2 2 0 0 
1989 4 4 1 3 
1990 1 1 0 0 
1991 1 1 0 0 
1992 1 1 0 1 
1993 2 2 1 1 
1994 4 4 2 4 
1995 3 3 0 3 
1996 2 2 2 2 
1997 2 2 2 2 
1998 Jan 3 3 2 |_ 
Total 53 53 18 27 
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TABLE 1 
SAMPLE OF STOCKS ADDED TO HSI 
Date of Effective 
Announcement Date 
1 ~~~Miramar 22/2/74 25/2/74 
2 Orient Overseas 22/2/74 25/2/74 
3 Tai Cheung 22/2/74 25/2/74 
4 Wah Kwong Ship 22/2/74 25/2/74 
5 World International* 11/12/80 12/12/80 
6 Bank OfEast Asia 13/1/84 16/1/84 
7 Henderson Land Development 13/1/84 16/1/84 
8 Hysan Development 4/7/84 5/7/84 
9 Hang Lung Development 29/11/85 2/12/85 
10 HK Aircraft 21/3/86 24/3/86 
11 Great Eagle 25/1/89 31/1/89 
12 Hopewell Holding 25/1/89 31/1/89 
13 Lai Sun Garment International 25/1/89 31/1/89 
14 Citic Pacific 10/7/92 4/8/92 
15 Shun TakHoldings 15/6/93 30/6/93 
16 Amoy Properties 22/9/94 30/11/94 
17 Guangdong Investment 22/9/94 30/11/94 
18 Johnson Electric 22/9/94 30/11/94 
19 Oriental Press 22/9/94 30/11/94 
20 Shangri-La Asia 22/9/94 28/2/95 
21 SinoLand 22/9/94 28/2/95 
22 South China Morning Post 22/9/94 28/2/95 
23 First Pacific 17/7/96 30/8/96 
24 Henderson Investment 17/7/96 30/8/96 
25 Cheung Kong Infrastructure 16/7/97 31/7/97 
26 China Resources 16/7/97 31/7/97 
27 Shanghai Industrial 16/12/97 27/1/98 
Note: *Renamed to Wheelock & Co. 
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TABLE 1 
SAMPLE OF STOCKS DELETED FROM HSI 
Date of Effective 
Announcement Date 
1 ~ ~ L a n e Crawford 'A' 22/2/74 25/2/74 
2 Realty Development 'A' 22/2/74 25/2/74 
3 Cross Harbour Tunnel 13/1/84 16/1/84 
4 HK Aircraft 13/1/84 16/1/84 
5 Harbour Centre Development 13/1/84 16/1/84 
6 Wing On Co. 2/1/87 5/1/87 
7 Stelux Holdings 25/8/87 1/9/87 
8 Hk Yaumati* 25/8/87 1/9/87 
9 Tai Cheung 25/1/89 31/1/89 
10 Kowloon Motor Bus 15/6/93 30/6/93 
11 Lai Sun Garment International 22/9/94 30/11/94 
12 Winsor 22/9/94 30/11/94 
13 HK Aircraft 17/7/96 30/8/96 
14 Miramar 17/7/96 30/8/96 
15 Johnson Electric 16/7/97 31/7/97 
16 Oriental Press 16/7/97 31/7/97 
17 Shun Tak Holdings 16/12/97 27/1/98 
18 South China Morning Post 16/12/97 27/1/98 




The event study methodology is adopted in the study as it is particularly suitable 
for studies which require empirical analysis of security price behavior around the time 
of an event and measure the relationship between an event that affects securities and 
the retum of these securities. Events studies have their modem roots in studies by 
Ball and Brown (1968) and Fama, Fisher, Jensen and Roll (1969). Ball and Brown 
used event studies to investigate the security price reaction to the unanticipated 
component of annual accounting earnings while Fama, Fisher, Jensen and Roll 
adopted the methodology to examine stock prices around stock splits. 
Li this study, the event of interest is the changes in HSI constituents. Two event 
dates are defined: the announcement date (AD) and the effective date (CD). Before 
the changes in HSI constituents, the HSI Services Limited usually announces to the 
investment community after the close of the Hong Kong stock market through press 
conferences or press releases. The changes then take effect on the following trading 
day or after a certain period. Given such practice, we define AD of the 
addition/deletion as the trading day immediately following the announcement. This is 
appropriate to our study as the information about the event is fully released to the 
stock market. The CD of the additionAieletion is defined as the date that the change 
in HSI composition takes effect. 
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Li addition, the symbol “t” is used as the time period. If AD is defined as the 
time period zero (t=0), t-1 is one trading day before AD and t+1 is one trading day 
after AD. The period of study is focused on 60 trading days before and after the 
event dates. 
The Market Model 
To measure the impact on a particular stock due to its inclusion in or exclusion 
from HSI, the induced stock retums are separated from the total retum of the stock. 
The induced stock returns are defined as excess retums (XR). 
The difference between the total retums and the excess retums is the expected 
retums. The market model, which is the most popular risk adjustment model, is used 
to estimate such retums. Risk adjustment returns as estimated by this model is 
considered to be more appropriate in this study than unadjusted or mean adjusted 
retums and risk controlled portfolio retums. The desirability of risk adjustments in 
the determination of excess return has been proved in many researches. Unadjusted 
procedure simply defines the realized return as the excess retum, thus assuming zero 
expected retum. The mean adjusted procedure defines the expected return as the 
mean of past stock returns. These methods are considered to be crude. Risk 
controlled portfolio approach groups firms according to the estimated stock price 
reaction. For each portfolio of firms under each group, weights are assigned for each 
firm so as to ensure that the weighted portfolio will have a beta equal to one. 
Individual firms' returns are then calculated, weighted and aggregated into portfolios. 
The excess retum for the portfolio is the difference between this portfolio return and 
the market return. However, the results from Brown and Warner (1980) indicated that 
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the procedure performs poorly relative to other methods. In the light of these studies, 
the market model is adopted for the analysis. 
Methods to Estimate the Excess Returns 
The market model is defined as follows: 
Rit = a i + pi Rmt + eit, 
where 
Rit = the rate of return on stock i over period t, 
Rmt = the rate of return on the market portfolio over period t, 
3i = the slope of the model for stock i， 
ai = the intercept of the model for stock i, 
eit = an error term for stock i over period t. 
The market portfolio to be used is HSI as it is market capitalization weighted and 
is representative for the Hong Kong stock market. 
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An estimation period from t-61 to t-220 with a total of 160 observations for each 
stock is used in developing this model. Each stock's daily retums are regressed on 
the market's retums to determine the parameters of a and p. The period of analysis is 
between t-60 and t+60. In this period, the XR are derived from the differences 
between the stock's daily returns and the daily retums predicted from the regression 
equation. 
XRit = Rit-(ai+piRmt) 
where 
XRit = the rate of excess returns on stock i over period t, 
The Average Excess Retums (AXR) for the sample of stocks is defined as 
AXRt == l/N(ZXRiit), 
where 
N is the number of securities over the period t. 
The Cumulative Average Excess Returns (CAXR) is defined as 
b 
CAXRab= Z AXRt, 
t=a 
where 
a and b are the period under study. 
Finally’ the t-statistic is applied to test whether the AXR is significantly different 
from zero. The t-statistic presupposes that normal distribution exists in the sample. 
However, in view of the small size of sample in this analysis, the results may not be 
normally distributed. Thus, sign test, a nonparameteric test, is also applied which 
• • 
does not depend on the normality assumption. The formula for this test come from 
Mark P. Kritzman (1994). 
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Both tests are listed below, 
t-statistic = AXRt / aN,pre 
where 
N 
CTN,pre = Square root (lfN ( Z o^i,,pre)), 
i=l 
=aggregate of pre-event standard deviations of security-specific 
returns across all stocks in the sample 
- 6 1 
ai,,pre = Square root ( l/(n-1) ( I (XRi,t - XRi,pre f ) 
i=-220 
=standard deviation of security-specific retums of stock i estimated 
from pre-event measurement period 
XRi,,pre = average of stock-specific retums of stock i estimated from pre-
event measurement period 
n = number of days in pre-event measurement period 
Sign test (Z) = _ ^ y - n s �- n s M 
0.5 X Square root (N) 
where 
Z = normal deviate 
X = number of stock-specific returns that are positive (or negative) 
N == number of securities in sample 
19 
CHAPTER VI 
RESULTS AND ANALYSIS 
Price Effects on Inclusion in HSI 
Table 4 shows the results of the excess retum upon addition to HSI for the period 
between 60 days before (t-60) and after (t+60) AD (t=0). With the exception of t=0 
and t=l , AXR fluctuate within a narrow range of -0.0140 to 0.0074 (Chart 1). For 
t=0, AXR is 0.0173 with Z-statistic of 2.3094. This indicates the result is significant 
at 95 percent confidence interval. For t=l , though the AXR is as high as 0.0149，Z-
statistic is only 1.1547，which is statistically insignificant. 
The positive XR on the announcement day are in line with the announcement 
effect of the additions to stock indexes as shown in many of the related studies. 
No abrupt positive AXR is noted prior to the announcement day. It can be 
concluded that news of the additions are not leaked to the market prior to their 
announcement. 
Though positive excess returns are still noted on the day after the announcement 
day and effective day, they are statistically insignificant. This is consistent with the 
semi-strong form of market efficiency which shows that publicly available 
information are reflected in the market. One cannot therefore earn abnormal profit 
based on public information. 
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TABLE 1 
RESULTS OF 27 STOCKS ENCLUDED JN HSI 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
-60 Y] -0.0079 -0.2410 -0.1885~~-0.3001 -0.0079 -0.7698 
-59 27 -0.0021 -0.0650 4.9041 -0.7463 -0.0100 -0.3849 
-58 27 0.0008 0.0246 1.7963 1.0270 -0.0092 -1.1547 
-57 27 0.0018 0.0551 9.4816 2.5822 -0.0074 -1.1547 
-56 27 0.0059 0.1793 7.5590 2.6853 -0.0015 -0.7698 
-55 27 -0.0063 -0.1910 -1.0542 -0.1836 -0.0078 -1.5396 
-54 27 0.0025 0.0761 2.7543 0.5087 -0.0053 0.0000 
-53 27 0.0022 0.0668 3.3597 0.3942 -0.0031 -0.3849 
-52 27 -0.0065 -0.1976 1.9002 -1.2493 -0.0096 -1.1547 
-51 27 0.0019 0.0580 3.7862 0.9823 -0.0077 -0.3849 
-50 27 0.0006 0.0182 0.1767 -0.3834 -0.0071 -0.7698 
-49 27 -0.0098 -0.2996 3.8424 -1.7664 -0.0169 -1.9245 
-48 27 -0.0026 -0.0799 3.0753 -0.5004 -0.0195 -0.3849 
-47 27 -0.0016 -0.0499 3.1494 0.0710 -0.0212 -1.9245 
-46 27 -0.0017 -0.0532 13.0007 -2.9446 -0.0229 0.3849 
-45 27 0.0034 0.1034 4.9742 1.8849 -0.0195 -0.7698 
-44 27 -0.0026 -0.0788 0.0888 0.5499 -0.0221 -1.5396 
-43 27 -0.0027 -0.0820 2.6672 1.1442 -0.0248 -1.1547 
-42 27 -0.0043 -0.1326 2.3571 -1.1009 -0.0291 -1.1547 
-41 27 -0.0033 -0.1014 5.6035 -1.8078 -0.0324 0.3849 
-40 27 -0.0021 -0.0640 9.7084 -0.3722 -0.0345 -0.7698 
-39 27 0.0012 0.0372 0.9957 -0.1521 -0.0333 -0.3849 
-38 27 -0.0054 -0.1646 8.5527 1.0873 -0.0387 -0.7698 
-37 27 0.0053 0.1613 2.1697 1.0697 -0.0334 1.1547 
-36 27 0.0001 0.0040 3.6873 -0.6631 -0.0333 -0.3849 
-35 27 -0.0004 -0.0134 8.0674 2.0068 -0.0337 1.1547 
-34 27 0.0044 0.1351 3.8024 1.6622 -0.0293 0.3849 
-33 27 -0.0040 -0.1213 3.4709 1.0929 -0.0333 -2.6943 
-32 27 -0.0003 -0.0094 2.2306 -1.3692 -0.0336 0.7698 
-31 27 -0.0047 -0.1424 5.7074 -1.7372 -0.0382 -0.7698 
-30 27 0.0018 0.0543 0.0816 0.2383 -0.0365 -0.7698 
-29 27 -0.0047 -0.1438 5.9036 -1.5266 -0.0412 -0.3849  
Notes: At 95 percent confidence, t(0.025,26)=2.056; Z(0.4750)=1.96. 
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TABLE 1 
RESULTS OF 27 STOCKS EXCLUDED E^ HSI (CONT) 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
-28 ^ -0.0024 -0.0728 5.6139~~-1.2820 -0.0436 -0.3849 
-27 27 -0.0022 -0.0684 7.1441 -1.2570 -0.0458 -1.1547 
-26 27 -0.0029 -0.0890 0.6813 -0.3051 -0.0487 -0.7698 
-25 27 -0.0060 -0.1819 0.0791 -0.0128 -0.0547 -0.7698 
-24 27 0.0044 0.1342 5.7953 1.9549 -0.0503 0.7698 
-23 27 -0.0066 -0.2012 2.2312 -1.0375 -0.0569 -1.5396 
-22 27 -0.0050 -0.1523 4.6052 -1.5384 -0.0618 -1.5396 
-21 27 0.0055 0.1672 6.3868 2.3669 -0.0564 0.0000 
-20 27 -0.0005 -0.0153 -0.3457 0.3399 -0.0569 -0.7698 
-19 27 0.0023 0.0705 0.1851 0.2320 -0.0546 0.7698 
-18 27 0.0010 0.0300 1.4673 0.9808 -0.0536 0.0000 
-17 27 -0.0044 -0.1339 3.6814 1.2010 -0.0580 -1.5396 
-16 27 -0.0140 -0.4283 1.5265 -1.1896 -0.0720 -2.3094 
-15 27 -0.0030 -0.0928 0.5414 -0.7621 -0.0750 -0.7698 
-14 27 -0.0018 -0.0547 9.5038 -2.7804 -0.0768 0.7698 
-13 27 0.0008 0.0258 1.5280 -0.5240 -0.0760 0.3849 
-12 27 0.0012 0.0357 7.9089 1.9180 -0.0748 0.3849 
-11 27 0.0074 0.2274 2.4620 1.2164 -0.0674 0.0000 
-10 27 0.0017 0.0531 4.0217 -1.3900 -0.0656 0.7698 
-9 27 0.0064 0.1947 1.0833 -0.1439 -0.0592 1.5396 
-8 27 0.0059 0.1790 11.2773 2.8799 -0.0534 0.3849 
-7 27 -0.0058 -0.1766 7.7091 -2.0816 -0.0592 -0.7698 
-6 27 -0.0101 -0.3077 1.2022 -0.6732 -0.0692 -1.1547 
-5 27 0.0026 0.0788 0.3058 0.1930 -0.0667 -0.3849 
-4 27 -0.0017 -0.0515 0.7722 0.4104 -0.0683 -1.1547 
-3 27 0.0068 0.2075 1.2022 0.0251 -0.0616 2.3094 
-2 27 -0.0018 -0.0550 -0.7681 -0.2832 -0.0634 -0.3849 
-1 27 -0.0035 -0.1078 0.2391 0.5589 -0.0669 -1.9245 
0 27 0.0173 0.5295 4.2586 1.4876 -0.0495 2.3094 
1 27 0.0149 0.4552 -0.3108 0.6406 -0.0346 1.1547 
2 27 -0.0044 -0.1350 0.8332 -0.0078 -0.0391 -1.1547 
3 27 0.0002 0.0064 0.9037 0.8699 -0.0389 -0.3849  
Notes: At 95 percent confidence, t(0.025,26)=2.056; Z(0.4750)=1.96. 
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TABLE 1 
RESULTS OF 27 STOCKS E^TCLUDED m HSI (CONT) 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) ^ 1 
~ ~ 4 ^ -0.0068 -0.2074 1.8517"""-0.6301 -0.0456~~-1.9245 
5 27 0.0059 0.1792 2.4728 1.3994 -0.0398 0.0000 
6 27 -0.0042 -0.1297 0.1443 0.0309 -0.0440 -1.9245 
7 27 -0.0042 -0.1278 0.5547 0.2227 -0.0482 -1.1547 
8 27 0.0034 0.1038 0.9369 0.9093 -0.0448 0.3849 
9 27 0.0026 0.0806 2.6087 0.9467 -0.0422 0.7698 
10 27 -0.0015 -0.0455 -0.6005 -0.1358 -0.0437 -0.3849 
11 27 -0.0044 -0.1357 -0.2065 -0.0042 -0.0481 -1.5396 
12 27 -0.0059 -0.1817 1.3963 -0.7798 -0.0541 -0.7698 
13 27 -0.0044 -0.1339 5.1016 -0.9406 -0.0584 -2.3094 
14 27 -0.0019 -0.0566 0.1454 0.8644 -0.0603 -1.1547 
15 27 -0.0065 -0.1980 18.3140 -3.9229 -0.0668 -0.3849 
16 27 -0.0060 -0.1819 11.2709 -2.6395 -0.0727 -1.1547 
17 27 0.0070 0.2141 5.9130 2.3852 -0.0657 -0.7698 
18 27 0.0016 0.0498 0.2961 -0.1914 -0.0641 1.1547 
19 27 0.0041 0.1267 0.6898 0.5892 -0.0599 1.1547 
20 27 0.0025 0.0760 1.4850 1.3478 -0.0575 -0.7698 
21 27 0.0003 0.0090 5.3644 1.6640 -0.0572 0.0000 
22 27 0.0001 0.0029 2.5334 0.0093 -0.0571 0.0000 
23 27 -0.0065 -0.1997 3.7159 -0.2975 -0.0636 -3.4641 
24 27 0.0008 0.0242 1.4292 0.8080 -0.0628 -0.3849 
25 27 -0.0049 -0.1495 0.9727 -0.5328 -0.0677 -1.9245 
26 27 0.0067 0.2054 2.0577 0.5677 -0.0610 0.0000 
27 27 0.0045 0.1360 21.2881 4.3865 -0.0565 -1.5396 
28 27 -0.0011 -0.0336 0.5543 0.7541 -0.0576 -1.1547 
29 27 -0.0022 -0.0667 1.1668 0.5270 -0.0598 -0.3849 
30 27 -0.0036 -0.1102 2.7963 1.3246 -0.0634 -1.5396 
31 27 0.0064 0.1945 1.4457 0.9914 -0.0571 0.7698 
32 27 -0.0122 -0.3733 4.4761 0.9229 -0.0693 -2.6943 
33 27 -0.0004 -0.0123 -0.3069 0.0307 -0.0697 -0.3849 
34 27 0.0027 0.0813 5.0819 0.9700 -0.0670 1.1547 
35 27 -0.0035 -0.1066 3.9665 -1.7312 -0.0705 0.3849 
Notes: At 95 percent confidence, t(0.025,26)=2.056; Z(0.4750)=1.96. 
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TABLE 1 
RESULTS OF 27 STOCKS ESFCLUDED JN HSI (CONT) 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
36 J7 -0.0015 -0.0472 -0.2800~~"-0.2392 - 0 . 0 7 2 0 ~ 0 . 0 0 0 0 
37 27 -0.0039 -0.1195 6.0754 1.7930 -0.0760 -2.3094 
38 27 -0.0004 -0.0135 0.9423 -0.1722 -0.0764 0.0000 
39 27 -0.0012 -0.0353 0.0740 0.2540 -0.0776 -1.1547 
40 27 0.0023 0.0701 -0.6314 -0.0108 -0.0753 0.3849 
41 27 -0.0035 -0.1082 0.1372 0.0579 -0.0788 -1.5396 
42 27 -0.0060 -0.1842 0.9233 0.2936 -0.0848 -0.7698 
43 27 0.0015 0.0470 0.9925 0.4822 -0.0833 -0.3849 
44 27 -0.0015 -0.0465 1.1191 0.8326 -0.0848 -1.9245 
45 27 -0.0100 -0.3057 0.3623 -0.5532 -0.0948 -2.6943 
46 27 -0.0033 -0.1012 -0.6644 -0.3458 -0.0981 0.3849 
47 27 -0.0013 -0.0405 0.4727 0.7768 -0.0995 -1.1547 
48 27 -0.0035 -0.1074 1.9665 0.7056 -0.1030 -1.1547 
49 27 -0.0090 -0.2745 1.7255 -1.1359 -0.1120 -1.1547 
50 27 -0.0018 -0.0565 0.0904 -0.6169 -0.1138 0.7698 
51 27 -0.0001 -0.0024 1.0031 -0.0022 -0.1139 0.0000 
52 27 -0.0078 -0.2397 0.1218 -0.7197 -0.1217 -1.1547 
53 27 -0.0076 -0.2322 2.6884 -0.9939 -0.1293 -1.5396 
54 27 -0.0060 -0.1823 5.6682 -1.5908 -0.1353 -1.1547 
55 27 -0.0004 -0.0120 -0.1701 -0.2356 -0.1357 -0.7698 
56 27 -0.0010 -0.0294 0.4620 0.4319 -0.1367 0.0000 
57 27 0.0056 0.1707 0.5878 0.6450 -0.1311 0.0000 
58 27 -0.0042 -0.1297 -0.6761 -0.2359 -0.1353 -0.3849 
59 27 -0.0015 -0.0459 1.4312 0.6326 -0.1368 -0.3849 
60 27 -0.0080 -0.2448 -0.2367 -0.1615 -0.1448 -1.5396 
Notes: At 95 percent confidence, t(0.025,26)=2.056; Z(0.4750)=1.96. 
24 
CHART 1 
AVERAGE EXCESS RETURNS OF 27 STOCKS ADDED TO HSI 
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CAXR from t-60 to t+60 is exhibited in Table 5 and Chart 2. From t=-60 to -1 
and from t=+l to t=+60, negative CAXR are noted. This compares to the positive 
CAXR from t= -1 to t=+l. Given these figures, the price effect associates with the 
additions to the index is temporary rather than permanent. CAXR reversal are noted 
in post-event day with the cumulative value from t=+l to t=+60 much larger than the 
value in the pre-announcement day. Positive excess returns noted on the 
announcement day are gradually eroded as time passed. 
Out of the 27 stocks, 10 of them have their ADs and CDs fall on the same day. 
The remaining 17 stocks are selected for further analysis to assess the impact on the 
CDs. The time interval between the ADs and the CDs of this group of samples varies 
from 2 trading days to three months. 
The results of this analysis are shown in Table 6 and Chart 3. On CD (t=0), AXR 
of -0.0026 with Z-statistic of -1.4552 is recorded. CAXR from t=-l to t=0 and t=0 to 
t=l are only 0.0029 and 0.0035 respectively which are insignificant (Table 7 and 
Chart 4). These indicate there is no significant impact on CD. It is argued that index 
funds adjust their portfolio holdings on CD which would lead to a spur in stock 
prices. Since Index funds are restricted by their investment policies to trade only on 
constituent stocks, they can neither buy the stocks to be added nor sell the stocks to be 
deletion from the index before the effective date. However, our results point out that 
the effect of index funds' portfolio adjustments is not prominent. In any case, index 
funds are not as popular in Hong Kong as they are in the US. Index funds trading 
only accounts for a small fraction of the total trading volume in Hong Kong. 
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TABLE 1 
CUMULATIVE AVERAGE EXCESS 
RETURNS OF 27 STOCKS ADDED TO HSI 
Interval (t) CAXR t-Statistic 
-60 to-1 -0.0669 -0.2637 
- l t o O 0.0138 0.2982 
Oto+1 0.0322 0.6962 
+1 to +60 -0.0953 -0.3758 
- l t o + l 0.0287 0.5063 
-5 to +5 0.0295 0.2713 
- lOto+10 0.0237 0.1580 
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RESULTS OF 17 STOCKS EXCLUDED JN HSI 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) ® 
~ ~ ^ n -0.0016 -0.0769~~7.3768~~~1.9842 -0.0016 -1.9403 
-59 17 0.0028 0.1332 4.1382 0.3934 0.0012 0.0000 
-58 17 0.0053 0.2465 -0.2424 -0.0608 0.0065 0.9701 
-57 17 -0.0047 -0.2193 1.9508 -0.5203 0.0018 -0.4851 
-56 17 -0.0047 -0.2203 -0.3555 -0.3452 -0.0029 -0.9701 
-55 17 -0.0037 -0.1706 -0.8604 0.2137 -0.0066 -0.4851 
-54 17 -0.0012 -0.0558 -0.1948 -0.2146 -0.0078 0.0000 
-53 17 0.0013 0.0612 0.2632 -0.4699 -0.0065 0.9701 
-52 17 -0.0060 -0.2826 0.7141 -0.4717 -0.0125 -1.4552 
-51 17 -0.0033 -0.1537 2.0208 -0.0645 -0.0158 -1.4552 
-50 17 0.0041 0.1922 3.3847 1.6247 -0.0117 0.4851 
-49 17 0.0075 0.3502 -0.6133 0.1059 -0.0042 1.4552 
-48 17 -0.0002 -0.0091 -0.6849 0.6751 -0.0044 -0.9701 
-47 17 0.0067 0.3139 1.1180 -0.6503 0.0023 0.9701 
-46 17 0.0140 0.6532 1.2153 1.3756 0.0163 0.9701 
-45 17 -0.0060 -0.2782 -0.4867 0.0168 0.0104 -1.9403 
-44 17 0.0029 0.1343 0.0536 0.4574 0.0132 0.0000 
-43 17 -0.0035 -0.1649 -0.2014 0.2865 0.0097 -1.9403 
-42 17 -0.0026 -0.1227 -0.9151 -0.1153 0.0071 -0.4851 
-41 17 -0.0080 -0.3757 0.5282 -0.6551 -0.0010 -1.9403 
-40 17 -0.0070 -0.3272 5.3146 -1.9879 -0.0080 -1.4552 
-39 17 -0.0037 -0.1721 1.6483 -1.2414 -0.0116 -0.9701 
-38 17 -0.0084 -0.3909 -0.2659 -0.5396 -0.0200 -2.4254 
-37 17 0.0090 0.4228 7.4479 2.4156 -0.0110 0.4851 
-36 17 -0.0027 -0.1262 1.5161 0.5819 -0.0137 -0.9701 
-35 17 -0.0037 -0.1736 0.6923 0.3499 -0.0174 -1.9403 
-34 17 0.0069 0.3237 1.9479 1.7094 -0.0105 -0.4851 
-33 17 -0.0085 -0.3993 1.6047 -0.5501 -0.0190 -2.4254 
-32 17 -0.0032 -0.1484 2.2839 0.3151 -0.0222 -1.9403 
-31 17 0.0002 0.0105 2.3268 1.3512 -0.0220 -0.9701 
-30 17 -0.0023 -0.1054 -0.6619 0.7299 -0.0242 -1.4552 
-29 17 -0.0042 -0.1941 5.9915 -1.6547 -0.0284 0.9701 




RESULTS OF 17 STOCKS CvFCLUDED E>T HSI (CONT) 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (¾ 
~ ~ ^ n 0.0043~~0.2016~~2.1085 1.2951 -0.0240~~~0.0000 
-27 17 0.0009 0.0414 1.2237 0.9963 -0.0232 0.0000 
-26 17 -0.0001 -0.0051 0.9601 0.6100 -0.0233 -1.4552 
-25 17 -0.0065 -0.3042 -0.2419 -0.0024 -0.0298 -2.9104 
-24 17 -0.0004 -0.0182 -0.9587 -0.0087 -0.0302 -0.9701 
-23 17 -0.0121 -0.5650 1.3319 0.5349 -0.0423 -1.9403 
-22 17 0.0057 0.2669 4.4321 0.4468 -0.0365 0.9701 
-21 17 0.0104 0.4882 4.8136 1.9739 -0.0261 -0.4851 
-20 17 -0.0039 -0.1844 2.8591 -0.8488 -0.0300 -0.4851 
-19 17 0.0037 0.1748 0.5804 0.4179 -0.0263 0.9701 
-18 17 -0.0035 -0.1658 4.4602 -1.4590 -0.0299 -0.4851 
-17 17 -0.0158 -0.7365 7.1049 -2.3780 -0.0456 -2.4254 
-16 17 -0.0028 -0.1321 1.9139 -1.3155 -0.0484 0.0000 
-15 17 -0.0012 -0.0573 1.7159 1.0193 -0.0497 -0.9701 
-14 17 -0.0087 -0.4051 1.0456 -1.0940 -0.0583 -0.9701 
-13 17 -0.0042 -0.1952 7.2043 -2.3962 -0.0625 0.0000 
-12 17 0.0032 0.1497 -0.7867 -0.4773 -0.0593 0.4851 
-11 17 -0.0063 -0.2948 13.3927 -3.4765 -0.0656 0.4851 
-10 17 -0.0002 -0.0079 13.9521 3.5987 -0.0658 -2.9104 
-9 17 0.0055 0.2588 2.8723 1.6430 -0.0602 -0.9701 
-8 17 -0.0113 -0.5281 9.4119 -2.7274 -0.0715 -2.4254 
-7 17 -0.0012 -0.0584 -0.6109 0.4195 -0.0728 -0.4851 
-6 17 -0.0024 -0.1099 0.6957 0.5331 -0.0751 -0.9701 
-5 17 -0.0022 -0.1042 -0.5830 -0.3491 -0.0774 -0.4851 
-4 17 0.0008 0.0388 2.2467 -0.4432 -0.0765 -0.4851 
-3 17 0.0032 0.1488 -0.2123 0.1882 -0.0734 0.0000 
-2 17 0.0039 0.1825 -0.0744 0.3619 -0.0694 0.4851 
-1 17 0.0054 0.2530 1.7286 -0.1689 -0.0640 0.9701 
0 17 -0.0026 -0.1198 1.5831 1.3807 -0.0666 -1.4552 
1 17 0.0060 0.2822 13.3223 3.4916 -0.0606 -0.9701 
2 17 -0.0089 -0.4179 1.7795 -0.4271 -0.0695 -1.9403 
3 17 0.0013 0.0594 -0.5755 -0.4024 -0.0682 0.4851  




RESULTS OF 17 STOCKS EXCLUDED JN HSI (CONT) 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
4 n -0.0039 -0.1821~~1.4944~~-0.0390 -0.0721~~-2.4254 
5 17 -0.0054 -0.2522 2.1724 0.5261 -0.0775 -0.9701 
6 17 -0.0032 -0.1497 5.4461 0.4812 -0.0807 -0.9701 
7 17 -0.0072 -0.3368 4.9920 -2.0008 -0.0879 0.4851 
8 17 -0.0069 -0.3231 -0.0865 -0.4573 -0.0948 -1.4552 
9 17 -0.0033 -0.1561 -0.2548 0.2792 -0.0982 -0.4851 
10 17 0.0037 0.1753 3.4784 1.3148 -0.0944 0.0000 
11 17 -0.0015 -0.0709 0.3163 0.2216 -0.0960 0.0000 
12 17 0.0013 0.0607 8.3215 2.4025 -0.0947 -0.4851 
13 17 -0.0075 -0.3523 0.2136 0.3097 -0.1022 -1.4552 
14 17 -0.0005 -0.0236 0.0029 0.3764 -0.1027 -0.4851 
15 17 -0.0032 -0.1473 0.4083 -0.6119 -0.1058 -0.4851 
16 17 0.0006 0.0276 0.7104 -0.2766 -0.1053 0.0000 
17 17 0.0017 0.0774 1.0375 0.9405 -0.1036 -0.9701 
18 17 0.0013 0.0586 0.8475 0.8072 -0.1023 -0.9701 
19 17 0.0031 0.1438 -0.5468 0.2338 -0.0993 0.4851 
20 17 -0.0043 -0.2019 1.2707 0.7869 -0.1036 -1.4552 
21 17 0.0013 0.0630 1.4995 -0.7883 -0.1022 1.4552 
22 17 -0.0125 -0.5835 0.2829 -0.4947 -0.1147 -1.4552 
23 17 -0.0072 -0.3349 3.8594 -0.9755 -0.1219 -2.4254 
24 17 -0.0082 -0.3839 0.1095 -0.4083 -0.1301 -0.9701 
25 17 0.0026 0.1220 1.3714 -0.0217 -0.1275 0.4851 
26 17 0.0001 0.0056 -0.6357 0.2806 -0.1274 0.0000 
27 17 0.0091 0.4252 1.6102 1.3332 -0.1183 0.4851 
28 17 -0.0018 -0.0828 0.0361 -0.6077 -0.1201 0.0000 
29 17 -0.0082 -0.3856 1.3259 0.1753 -0.1283 -0.9701 
30 17 -0.0067 -0.3146 -0.1867 0.5304 -0.1350 -1.9403 
31 17 -0.0009 -0.0400 -0.9139 0.7915 -0.1359 -1.4552 
32 17 -0.0013 -0.0615 4.3679 1.7599 -0.1372 -0.9701 
33 17 -0.0018 -0.0834 0.2780 -0.1960 -0.1390 -1.4552 
34 17 -0.0039 -0.1804 0.3569 0.1528 -0.1428 -0.4851 
35 17 -0.0022 -0.1015 1.3528 -0.4889 -0.1450 -0.4851  




RESULTS OF 17 STOCKS INCLUDED JN HSI (CONT) 
Average 
Number Excess Cumulative 
Period of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
~~36 i7 -0.0005 -0.0242~~0.1003~~-0.6140 -0.1455 -0.4851 
37 17 0.0010 0.0446 0.9477 -0.0910 -0.1446 0.4851 
38 17 0.0004 0.0188 3.4791 1.4875 -0.1442 -0.9701 
39 17 -0.0036 -0.1698 -0.4990 -0.7102 -0.1478 0.9701 
40 17 -0.0042 -0.1950 -0.6015 -0.5203 -0.1520 -0.4851 
41 17 -0.0061 -0.2857 -0.1078 -0.5296 -0.1581 -1.4552 
42 17 0.0029 0.1361 1.8206 1.0063 -0.1552 0.0000 
43 17 -0.0061 -0.2872 3.9439 -1.2781 -0.1613 -0.9701 
44 17 -0.0059 -0.2779 1.0095 0.2177 -0.1673 -2.4254 
45 17 -0.0008 -0.0352 -0.3123 0.0745 -0.1680 -0.4851 
46 17 -0.0064 -0.2986 -0.5539 -0.6038 -0.1744 -1.4552 
47 17 0.0005 0.0245 0.5909 -0.1686 -0.1739 0.9701 
48 17 -0.0012 -0.0563 -0.0482 0.2028 -0.1751 -0.4851 
49 16* 0.0028 0.1301 -0.8798 -0.0984 -0.1723 0.2500 
50 16 -0.0044 -0.2068 1.7876 1.3246 -0.1767 -1.2500 
51 16 0.0065 0.3021 5.8698 2.1635 -0.1703 -0.2500 
52 16 -0.0081 -0.3768 -0.6804 -0.5126 -0.1783 -1.7500 
53 16 -0.0099 -0.4621 7.5915 -2.4610 -0.1882 -1.7500 
54 16 -0.0157 -0.7317 11.7758 -3.2501 -0.2039 -1.7500 
55 16 0.0033 0.1556 7.4153 2.4125 -0.2005 -1.7500 
56 16 0.0036 0.1688 0.3139 0.5384 -0.1969 0.2500 
57 16 -0.0036 -0.1684 0.0075 0.0035 -0.2005 -1.7500 
58 16 0.0087 0.4085 1.5192 1.4289 -0.1918 -0.7500 
59 16 0.0071 0.3334 4.9952 1.9903 -0.1847 -0.7500 
60 16 0.0033 0.1551 1.9643 1.3026 -0.1813 -0.2500 
Notes: At 95 percent confidence, t(0.025,16)=2.120; t(0.025,15)=2.131; 
Z(0.4750)=1.96. 
The decline in sample size from 17 to 16 is due to insufficient stock 
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Price Effects on Exclusion from HSI 
ln Table 8 and Chart 5，AXR fluctuate in a wide range of -0.0214 to 0.0377 
between 60 days before (t-60) and after (t+60) the AD (t=0). On AD (t=0), AXR is 
-0.0130. However, both t-statistic and Z-statistic are insignificant. In contrast, on 
t=-l, a significant result is recorded with AXR of -0.0115 and Z-statistic of 2.5927. 
Both t=0 and t=-l indicate that there is a positive relation between deletions and 
negative excess retums. 
Unlike additions, market response concentrates on the day before the AD. News 
of the deletion may be anticipated by the market before they are announced. This is 
inconsistent with the semi-strong efficiency and is in contrast with our results for 
additions in which consistency with the semi-strong efficiency is noted. It is easier 
for the market to anticipate which stocks are to be deleted from the index than stocks 
to be added to the index. Deletions from the index are usually based on market 
capitalization and trading volume over a certain period of time. For deletion, one can 
examine the market capitalization and trading volume of only 33 constituent stocks as 
compared to the comparatively larger number of stocks that may become the likely 
candidates for additions. Besides, the press media are notified in advance when the 
HSI Services Limited will hold press conferences. This may provide a hint for the 
revision of HSI constituents. With information on market capitalization, trading 
volume and the date of press conference being available, the public can speculate on 
the likely candidates and the timing of the announcement. Therefore, it is possible to 
devise trading rules to earn excess profit by short selling those constituent stocks that 
are anticipated to be deleted from the index prior to the announcement day. 
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As depicted in Table 9 and Chart 6, CAXR reversal are also found for deletions. 
From t=-60 to t=-l, CAXR is 0.0381 while from t=l to t=60, the CAXR is 0.0417. In 
contrast, from t=-l to t=0 and t=0 to t=l , CAXR are -0.0245 and -0.0171 respectively. 
These figures also confirm that there are a negative excess retums for those stocks 
deleted from the index. For the period as a whole, deletion does not signal any 
additional negative information on the stocks concerned. 
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TABLE 1 
RESULTS OF 18 STOCKS EXCLUDED FROM HSI 
Average 
Numbe Excess Cumulative 
Period r of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
~ ~ ^ i^ -0.0022 -0.0854~~-0.8882~~-0.0475 -0.0022~~~0.7071 
-59 18 0.0043 0.1701 -0.0888 0.1641 0.0022 -1.1785 
-58 18 0.0037 0.1448 3.3100 1.8014 0.0059 -0.7071 
-57 18 -0.0082 -0.3230 -1.0362 -0.1923 -0.0024 0.7071 
-56 18 -0.0123 -0.4814 11.6942 -2.9941 -0.0147 2.1213 
-55 18 -0.0003 -0.0110 4.8877 -1.7147 -0.0149 -0.2357 
-54 18 0.0087 0.3405 1.6528 1.0847 -0.0063 -1.1785 
-53 18 0.0081 0.3168 3.9450 1.7141 0.0018 -0.7071 
-52 18 0.0065 0.2543 5.8155 1.9804 0.0083 -0.7071 
-51 18 -0.0007 -0.0275 4.4083 1.8156 0.0076 1.1785 
-50 18 -0.0037 -0.1453 -0.5378 -0.3979 0.0039 0.2357 
-49 18 0.0007 0.0288 4.3690 -1.4362 0.0046 -1.6499 
-48 18 0.0008 0.0321 1.6518 0.9070 0.0055 -0.2357 
-47 18 -0.0012 -0.0487 8.2267 -2.2355 0.0042 -0.7071 
-46 18 0.0032 0.1268 6.9057 2.2594 0.0074 -0.2357 
-45 18 0.0050 0.1954 3.2398 -0.9148 0.0124 -0.7071 
-44 18 -0.0026 -0.1010 0.2971 -0.5472 0.0098 0.7071 
-43 18 -0.0045 -0.1782 2.3932 0.8683 0.0053 1.1785 
-42 18 0.0025 0.0964 1.6748 -0.9289 0.0078 -1.1785 
-41 18 0.0009 0.0355 6.5737 -1.9512 0.0087 -1.1785 
-40 18 0.0054 0.2101 -1.2293 -0.4109 0.0140 -1.6499 
-39 18 0.0021 0.0836 3.1504 -1.0333 0.0162 -0.7071 
-38 18 -0.0067 -0.2622 4.0902 -0.2387 0.0095 0.2357 
-37 18 -0.0127 -0.4964 13.5971 -3.5321 -0.0032 0.2357 
-36 18 -0.0214 -0.8396 15.6685 -3.8604 -0.0246 2.1213 
-35 18 0.0123 0.4819 11.4455 3.2375 -0.0123 -1.1785 
-34 18 0.0032 0.1260 -0.0932 0.3339 -0.0091 -1.6499 
-33 18 -0.0010 -0.0379 1.6368 -0.6865 -0.0101 -0.2357 
-32 18 0.0088 0.3450 1.8135 -0.6901 -0.0013 -2.1213 
-31 18 0.0031 0.1227 1.9914 1.4176 0.0019 -0.2357 
-30 18 0.0031 0.1203 2.9682 0.8172 0.0049 -2.1213 
-29 18 0.0011 0.0412 -0.0031 -0.2975 0.0060 -0.7071 
Notes:~~At 95 percent confidence, t(0.025,17)=2.110; Z(0.4750)=1.96. 
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TABLE 1 
RESULTS OF 18 STOCKS EXCLUDED FROM HSI (CONT) 
Average 
Numbe Excess Cumulative 
Period r of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
~ ~ ^ Is -0.0062~~-0.2443~~~-0.0074~~-0.4155 -0.0002~~1.1785 
-27 18 0.0013 0.0495 5.7221 1.8603 0.0010 0.7071 
-26 18 0.0057 0.2231 6.9363 1.7605 0.0067 -1.6499 
-25 18 -0.0089 -0.3501 4.1924 1.1240 -0.0022 2.1213 
-24 18 0.0066 0.2601 0.8973 -0.3758 0.0044 -2.5927 
-23 18 0.0002 0.0070 1.7312 -0.5839 0.0046 -0.2357 
-22 18 -0.0054 -0.2106 0.5566 -1.0089 -0.0008 -0.2357 
-21 18 0.0021 0.0819 -1.1229 0.1779 0.0013 0.2357 
-20 18 0.0066 0.2608 4.5645 1.7491 0.0080 -0.2357 
-19 18 0.0160 0.6286 10.8813 3.0604 0.0240 -1.6499 
-18 18 -0.0063 -0.2477 7.2557 -2.1062 0.0177 0.2357 
-17 18 0.0042 0.1656 3.0319 -1.0518 0.0219 -1.6499 
-16 18 -0.0059 -0.2309 1.3504 -0.9030 0.0160 0.2357 
-15 18 0.0079 0.3106 1.6785 1.1285 0.0239 -0.7071 
-14 18 0.0038 0.1476 5.9185 2.0084 0.0277 -1.1785 
-13 18 -0.0017 -0.0671 3.8622 1.1787 0.0260 1.1785 
-12 18 0.0039 0.1523 4.0006 1.7094 0.0299 0.2357 
-11 18 0.0016 0.0615 5.7002 1.6769 0.0314 -0.7071 
-10 18 -0.0031 -0.1212 1.1838 -0.8053 0.0283 -0.7071 
-9 18 -0.0007 -0.0257 -0.4464 0.1403 0.0277 -0.2357 
-8 18 0.0087 0.3421 12.5704 3.3246 0.0364 -0.2357 
-7 18 0.0039 0.1523 5.3214 1.4304 0.0403 -1.1785 
-6 18 -0.0010 -0.0404 1.6393 1.0185 0.0393 0.7071 
-5 18 -0.0043 -0.1667 -0.0322 -1.0409 0.0350 -1.1785 
-4 18 -0.0035 -0.1379 3.8574 1.4098 0.0315 1.6499 
-3 18 0.0068 0.2675 -0.3774 -0.1407 0.0383 -1.6499 
-2 18 0.0113 0.4414 2.5340 1.4990 0.0496 -2.1213 
-1 18 -0.0115 -0.4499 -0.1947 0.4923 0.0381 2.5927 
0 18 -0.0130 -0.5098 0.0051 -0.5838 0.0251 0.7071 
1 18 -0.0041 -0.1595 0.2482 -0.3432 0.0210 -0.7071 
2 18 0.0060 0.2351 2.5283 1.4979 0.0270 -0.2357 
3 18 -0.0045 -0.1783 11.6615 3.0893 0.0225 1.1785 
Notes: At 95 percent confidence, t(0.025,17)=2.110; Z(0.4750)=1.96. 
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TABLE 1 
RESULTS OF 18 STOCKS EXCLUDED FROM HSI (CONT) 
Average 
Numbe Excess Cumulative 
Period r of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
~~~4 I i 0.0064~~0.2505~~0.5213 0.1059 0.0289 -1.6499 
5 18 0.0087 0.3408 10.6909 2.8460 0.0375 -1.6499 
6 18 0.0056 0.2213 2.6733 0.9995 0.0432 -1.1785 
7 18 -0.0055 -0.2158 2.1137 -0.5775 0.0377 0.7071 
8 18 0.0021 0.0843 0.0805 0.1057 0.0398 -0.7071 
9 18 -0.0048 -0.1881 0.0755 -0.6913 0.0350 0.2357 
10 18 0.0155 0.6097 1.4058 -0.3821 0.0506 -0.7071 
11 18 0.0095 0.3712 1.3489 0.6263 0.0600 -1.6499 
12 18 0.0088 0.3443 0.3597 1.1489 0.0688 -0.7071 
13 18 0.0081 0.3165 -1.0947 -0.0160 0.0769 -1.1785 
14 18 -0.0050 -0.1963 0.5954 -0.0103 0.0719 -0.2357 
15 18 -0.0069 -0.2690 5.5804 -1.5333 0.0650 0.2357 
16 18 0.0110 0.4330 8.0024 2.4834 0.0761 -0.2357 
17 18 -0.0080 -0.3143 -0.2104 -0.2485 0.0681 -0.2357 
18 18 0.0119 0.4652 5.1887 2.2062 0.0799 -0.2357 
19 18 0.0060 0.2359 6.7689 1.9271 0.0859 -1.1785 
20 18 0.0026 0.1023 6.2871 1.9966 0.0885 0.2357 
21 18 -0.0002 -0.0074 10.8966 -2.9818 0.0883 -1.1785 
22 18 0.0377 1.4805 17.0021 4.0741 0.1261 -0.7071 
23 18 -0.0051 -0.2012 7.0596 2.0150 0.1210 2.1213 
24 18 0.0196 0.7677 9.7772 2.9084 0.1405 -2.1213 
25 18 0.0040 0.1562 14.8348 3.6932 0.1445 1.1785 
26 18 -0.0093 -0.3659 3.6113 -1.7561 0.1352 -0.2357 
27 18 -0.0058 -0.2286 5.5743 1.4134 0.1294 0.2357 
28 18 0.0138 0.5404 5.6349 1.8961 0.1431 -2.5927 
29 18 -0.0020 -0.0768 -0.5054 0.4236 0.1412 0.2357 
30 18 -0.0065 -0.2548 2.8922 -1.1465 0.1347 0.2357 
31 18 0.0104 0.4066 0.3610 -0.1489 0.1450 -3.0641 
32 18 -0.0062 -0.2416 -0.2765 -0.5900 0.1389 0.2357 
33 18 0.0102 0.3992 2.0374 1.0176 0.1491 -0.7071 
34 18 -0.0032 -0.1266 1.3641 -0.9629 0.1458 -0.2357 
35 18 -0.0094 -0.3682 0.7856 -1.1302 0.1364 0.2357  
Notes:~~At 95 percent confidence, t(0.025,17)=2.110; Z(0.4750)=1.96. 
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TABLE 1 
RESULTS OF 18 STOCKS EXCLUDED FROM HSI (CONT) 
Average 
Numbe Excess Cumulative 
Period r of Return AXR Sign Test 
(t) Stocks (AXR) t-statistic Kurtosis Skewness (CAXR) (Z) 
~~36 is -0.0186 -0.7292~~10.2193~~-2.4977 0.1179~~2.1213 
37 18 -0.0137 -0.5372 13.8803 -3.5846 0.1042 -0.2357 
38 18 -0.0111 -0.4355 4.5868 -2.3201 0.0931 -1.6499 
39 18 -0.0016 -0.0618 -0.1088 -0.0489 0.0915 -0.2357 
40 18 -0.0191 -0.7501 4.8205 -1.8407 0.0724 2.1213 
41 18 0.0058 0.2258 3.3794 1.2386 0.0781 -0.7071 
42 18 -0.0026 -0.1003 0.3262 -0.5542 0.0756 0.2357 
43 18 -0.0031 -0.1214 1.5932 -1.0676 0.0725 -0.2357 
44 18 -0.0077 -0.3038 -0.3284 -0.6426 0.0647 0.2357 
45 18 -0.0082 -0.3234 8.3500 -2.6694 0.0565 -0.2357 
46 18 -0.0026 -0.1009 3.8206 1.3659 0.0539 0.7071 
47 18 0.0111 0.4345 9.9143 2.9190 0.0650 -1.1785 
48 18 -0.0064 -0.2513 1.2801 0.3510 0.0586 -0.2357 
49 18 0.0008 0.0307 0.6629 1.1651 0.0594 -0.2357 
50 18 0.0017 0.0661 -0.2859 0.1625 0.0610 -0.7071 
51 18 0.0049 0.1933 4.4398 -1.6343 0.0660 -2.1213 
52 18 -0.0014 -0.0536 2.7707 -0.1185 0.0646 -0.2357 
53 18 -0.0023 -0.0886 0.0136 0.0857 0.0623 0.2357 
54 18 0.0091 0.3560 -0.6879 -0.0609 0.0714 -1.1785 
55 18 -0.0030 -0.1172 4.2854 -1.1938 0.0684 -0.2357 
56 18 -0.0082 -0.3200 2.0739 0.6514 0.0603 1.1785 
57 18 0.0014 0.0544 -0.9371 0.3959 0.0617 0.7071 
58 18 0.0017 0.0663 1.3778 0.8600 0.0634 -0.2357 
59 18 0.0042 0.1640 1.9356 -0.2636 0.0675 -0.7071 
60 18 -0.0008 -0.0306 -0.0222 -0.2981 0.0668 -1.1785 
Notes: At 95 percent confidence, t(0.025,17)=2.110; Z(0.4750)=1.96. 
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CHART 5 
AVERAGE EXCESS RETURNS OF 18 STOCKS DELETED FROM HSI 
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Comparison between Inclusion and Exclusion 
For additions and deletions alike, CAXR though in opposite direction are only 
temporary. CAXR reversal are noted in both cases. 
Taking the results of additions and deletions, there are differences in the day that 
market responses are concentrated on and the magnitude of the market responses. For 
additions, market response concentrates on AD (t=0) and spread over to t=l whereas 
for deletions, market responses are concentrated on t=-l and spreads over to AD 
(t=0). With regard to the magnitude of market response, additions have a greater 
magnitude than deletions. It is suggested in the above discussion that one can better 
anticipate stocks that are to be deleted from than added to the index. Li addition, 
consistent criteria are also applied to deletions but not always to additions. For 
example, a listing history of 24 months are normally required to be considered as 
candidates for additions to the index. Nevertheless, Cheung Kong Infrastructure and 
China Telecom with shorter listing history are added to the index. This surprises the 
market and huge positive excess retum is recorded. For Cheung Kong Infrastructure, 
the estimated excess retum on the AD is as high as 11.7 percent as compared to 1.7 
percent for the whole sample of additions. Moreover, the drop in market 
capitalization during the period before deletions may to a certain extent reflect the 
loss of investor interest or deterioration in the risk characteristic of the stocks. 
Deletion, therefore will not, in relative terms, signals significant additional 
information to the market as compared to additions to the index. 
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CHAPTER V n 
MPLICATIONS 
It has been suggested in various studies that excess retums from changes in index 
constituents are attributable either to information effect or price pressure. 
According to the information hypothesis, additions to and deletions from the 
index will send out additional information to investors. To be relevant to investors, 
the information contained in the announcement must be new. Alternatively, although 
the decision to include or exclude a stock may not imply any judgment of the HSI 
Service Limited on the investment appeal of the stock, the announcement may change 
the public's perception. The public may view additions to in the index as decrease in 
riskiness, improvement in the quality of management or increase in the stock's 
liquidity and vice versa for deletions. A permanent price revaluation with no price 
reversal will then be experienced. 
Price pressure hypothesis suggests something contrary to information hypothesis. 
Price pressure hypothesis proposes that, for a given period of time, the supply curve 
for a common stock is less than perfectly price elastic. This implies that for a given 
level of information, an increase in demand for the stock will push up the price. The 
increase in demand is not caused by a change in the information set, but institutional 
forces. This temporary increase in demand could move up a non-vertical supply 
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curve. Temporary price fluctuation and price reversal followed by a flattening out are 
thus typical phenomenon of price pressure hypothesis. 
Our analysis does not support the information hypothesis. First, the HSI Service 
Limited states that changes in the index are made primarily to maintain or improve 
representation. The composition of the index is designed to reflect accurately the 
broader market performance� Poorly performing stocks are not systematically 
removed. The composition is therefore designed not to 'beat the market，but to 
reflect the market. The fact that the stock is now a member of an exclusive group 
does not mean that exclusivity is based on quality. Secondly, one of the main 
selection criteria for revision of the index is market capitalization which already 
reflects the public's perception of the stocks. Earnings prospect, changes in riskiness, 
liquidity or quality of management are not criteria to be considered in the revision 
process. Furthermore, management of the companies is not involved in the revision 
decision of the index. Changes of the index cannot therefore be interpreted as 
management conveying information to the investing public. 
Tojustify whether there is a price-pressure effect on stock prices as a result of the 
change in HSI constituents, we can refer to the changes in CAXR. If stock prices 
persistently under-perform the stock index after its inclusion into the stock index, 
there will be a reversal of CAXR in post-announcement period. On the contrary, the 
reversal of CAXR should also be observed when stock prices continuously out-
perform the stock index after its exclusion. 
Our results suggest that price reversal is experienced after the announcement day. 
In Table 5 which analyses CAXR upon stock additions, the CAXR from t=l to t=60 is 
-0.0953, as compared to the CAXR of -0.0669 noted from t=-60 to t=-l. In our study 
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of deletions from the index (Table 9)，the CAXR from t=l to t=60 is 0.0417, higher 
than the CAXR of 0.0381 from t=-60 to t=-L ][n both cases, the reversal of CAXR in 
the post-event period is larger than the pre-event period. Price effect or stock 
revaluation associated with the revision of the index is therefore of temporary rather 
than permanent in nature. If information hypothesis is to hold, one would expect a 
permanent impact on the stock prices after the revision. CAXR should rise or drop 
upon addition and deletion followed by a stable CAXR. Since price reversal is 
experienced in both additions and deletions, our results lend support to the price 
pressure hypothesis. 
Study on pre-announcement and post-announcement trading volume could be 
used to support the price pressure hypothesis. Price pressure hypothesis is consistent 
with significantly higher trading volume around AD with much lower trading volume 
in the pre- and post-announcement period. Nevertheless, such analysis is beyond the 
scope of our study. 
45 
CHAPTER V m 
CONCLUSION 
This paper examines the effects upon changes of the index in Hong Kong from 
1974 to 1998. Positive excess retums are found to be associated with additions to the 
index while negative excess retums are related to deletions from the index. Market 
response for additions concentrates on the announcement day which is consistent with 
the semi-strong form of efficiency. No significant positive excess retum is noted on 
the effective day. In contrast, market response for deletions concentrates on the day 
before the announcement day which violates the semi-strong form of market 
efficiency. The reason may be that it is easier to study the market capitalization and 
trading volume of the 33 constituent stocks than the comparatively larger number of 
candidates in the market for addition to the index. Therefore, deletion from the index 
can be better anticipated by the market than addition to the index. Timing of the 
announcement day of index revision can be inferred from the arrangement of press 
conference by the HSI Services Limited. Since market responds before the deletions 
are announced, one could devise trading rules to earn excess profit through short 
selling on the day prior to the announcement. It is, however, more difficult if not 
impossible to devise trading rules based on publicly available information to earn 
excess profit for additions since market response is mainly on the announcement day. 
Though positive excess returns are still experienced on the day following the 
announcement day, it is statistically insignificant. Finally, our results lend support to 
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the price pressure hypothesis rather than the information hypothesis. In the post-
announcement period, CAXR reverse back to pre-announcement level in both cases 
of additions and deletions which indicate that price effects associated with index 
revision are of temporary in nature. This is in stark contrast to the underlying belief 
of the information hypothesis. 
Compared to the prominent stock indexes in the world market such as S&P 500， 
HSI has a much shorter history. Besides, the index includes only 33 constituent 
stocks while S&P 500 has a total of 500 stocks. This would limit the sample size. 
Further studies can be conducted in the future so that more samples of addition to and 
deletion from the index can be included. 
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APPENDDC 1 
THE HANG SENG E^DEX 
Stock indexes, composed of a basket of stocks, have long been used as a measure 
of the performance of stock markets. Some of the well-known stock indexes include 
Dow Jones Industrial Average Index and S&P 500 in the United States, Nikkei 225 in 
Japan and FT 100 in the United Kingdom. In Hong Kong, the Hang Seng Index (HSI) 
is widely-used to represent the Hong Kong stock market. The index is compiled by 
HSI Services Limited, a wholly-owned subsidiary of Hang Seng Bank. 
Constituent Stocks 
With a base value of 100 on 31 July 1964，the index was first published on 24 
November 1969. It currently consists of 33 stocks. The market value of these stocks 
accounts for about 70 percent of the total market capitalization on The Stock 
Exchange of Hong Kong Limited. In order to maintain its representativeness, the 
index is reviewed quarterly. 
Selection Criteria 
To be eligible for selection, a company: 
1 • must be among those that make up the top 90 percent of the total market value 
(market value is expressed as an average of the past 12 months) of all ordinary 
shares listed on The Stock Exchange of Hong Kong Limited; 
48 
2. must be among those that make up the top 90 percent of the total turnover on The 
Stock Exchange of Hong Kong Limited; 
3. should be listed for at least 24 months; and 
4. should not be a foreign company. 
Final additions to the index are then based on the following: 
1. the market value and turnover of the companies; 
2. the representation in the sub-sections of the Index; and 
3. the financial performance of the companies. 
Calculation Formula 
HSI is a market capitalization weighted index meaning each constituent stock is 
weighted by its market capitalization. Market capitalization is devised by multiplying 
the share price of a stock by the number of shares in issue. The formula is listed 
below: 
Current = Current Aggregate Market Value of Constituent Stocks Yesterday's 
Index Yesterday's Closing Aggregate Market Value of * Closing Index 
Constituent Stocks 
No adjustment is made when constituent stocks go ex-dividend or ex-bonus in 
the form of warrants. 
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APPENDDC 2 
SUMMARY OF LITERATURE REVffiW 
Year Author(s) Data Methodology  
1986 Lawrence -Changes in S&P -Even t study methodology applied 
Harris & Eitan 500 from 1973 to - t- test and Bayesian approach to assess 
Gurel 1983 price reversal  
1987 Christopher G. -Changes in S&P -Even t study methodology applied 
Lamoureux & 500 from January from t-60 to t+60 with t=0 as 
James W. 1966 to October announcement date 
Wansley 1985 -Market model to estimate excess 
-Pr ice and volume retums 
data  
1987 Prem C. Jain -Changes in S&P -Event study methodology applied 
500 from November from t-120 to t+120 with t=0 as 
1977 to December announcement day 
1983 -McU^ket model to estimate excess 
-Pr ice data with retums 
supplementary 
indexes as control 
group  
1991 Herb Johnson -Additions to S&P -Event study methodology applied 
500 from 1978 to from t-10 to t +20 with t=0 as 
1983 and 1984 to announcement day 
1988 
-Pr ice and volume 
data 
-Options price of 
related stocks 
-Straight bond price 
of related stocks 
1997 Richard R. -Change in S&P -Event study methodology applied 
Mendenhall from October 1989 with 2 event dates: announcement 
to April 1995 date (AD) and effective date (CD) 
-Price and volume -F ive observation windows 
data a. run-up window: AD+1 to CD-1 
b. release window: CD to release-
ending day 
c. Post release window: day following 
release-ending day to CD+10 
d. post AD permanent effect window: 
AD+1 to release-ending day 
e. total permanent effect window: AD  
to release-ending day  
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SUMMARY OF LITERATURE REVffiW (CONT) 
Author(s) Results  
Lawrence Additions 
Harris & Eitan -Both volume increases and excess returns were found to be 
Gurel significant on the day after announcement. 
Implications 
-Revision of S&P 500 sent out no new information. 
-Ful l price reversal in post-announcement period supported the 
price-pressure theory.  
Christopher G. Additions 
Lamoureux & -Significant excess retums were found concentrating on tO. 
James W. - T h e responses were not permanent. 
Wansley Deletions 
-Significant negative returns found to be spreading over tO and 
t+l. 
Implications 
- N o t to be caused by information effect as additions to S&P 
500 was not based on risk characteristics of the stocks and 
management had no influence in the revision decision. 
- D u e mainly to price pressure effect as average announcement 
day trading volume was larger than average pre-period trading 
volume and that post-announcement day volume reverted to 
pre-period level.  
Prem C. Jain Additions 
-Significant positive excess retums found on tO. 
-Cumulative average excess retums were zero. 
-Significant price reaction on the event day was not temporary. 
Post event day cumulative average excess return did not 
reflect any reversal of the event-day excess retums. 
Deletions 
-Negative excess retums found. 
Implications 
-Firm size did not affect magnitude of excess retums. 
-S&P ' s decision had information content as there were 
changes in beta which measured the riskiness of securities. 
-Price pressure hypothesis was rejected since significant excess 
returns on the announcement day were also found in stocks  
included in supplementary indexes (control group).  
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SUMMARY OF LFTERATURE REVffiW (CONT) 
Author(s) Results  
Herb Johnson Additions 
-Significant positive returns found on t+l . 
- T h e pre and post announcement period declines were not 
significant. 
-Stock price did not revert to the pre-announcement level. 
Implications 
- T h e increase in prices of call options were so large that it 
could not be attributable to price pressure. 
-Straight bonds of companies added to the index rose 
significantly on the announcement day. Since stocks and 
bonds were not perfect substitute, such increases supported 
the information hypothesis. 
- A permanent increase in trading volume might be attributable 
to increased liquidity. 
-Results not supporting the price pressure hypothesis.  
Richard R. Additions 
Mendenhall -Positive abnormal returns were found from the day after 
announcement to the day before changes took effect. 
-Significant negative abnormal returns were found following 
the effective day. 
Deletions 
-Significant negative retums were found in post announcement 
period and significant price reversals were observed 
afterwards 
Implications 
-Excess retums were temporary in nature. 
-Abnormal volume were found six days before announcements 
with the largest reaction on the day before changes took 
effect. 
-Significant abnormal retums following the announcement 





Watson, C.J. et al "Statistics For Management and Economics." 5^ ^ ed: Prentice 
Hall, 1993. 
Periodicals 
Bowman, R.G. “Understanding and Conducting Event Studies." Joumal of Business 
Finance and Accounting 10, 4 (1983): 561-584. 
Brown, S.J. and Warner, J.B. "Using Daily Stock Returns." Joumal of Financial 
Economics 14(1985): 3-31. 
Dhillon, U. and Johnson, H. "Changes in the Standard and Poor's 500 List." Joumal 
ofBusiness 64，1 (1991): 75-85. 
Goetzmann, W. and Gary, M. Does Delisting from the S&P 500 Affect Stock Price? 
Financial Analysts Joumal 42 (March-April 1986): 64-69. 
Harris, L. and Gurel, E. "Price and Volume Effects Associated with Changes in the 
S&P 500 List: New Evidence for the Existence of Price Pressures." Joumal of 
Finance 41’ 4 (1986): 815-829. 
Jain，P.C. “The Effect on Stock Price of Inclusion in or Exclusion from the S&P 
500." Financial Analvsts Journal 43 (January-February 1987): 58-65. 
Kritzman, M.P. "What Practitioners Need to Know About Event Studies." Financial 
Analvsts Joumal (November-December 1994): 17-20. 
Lamoureux, C.G. and Wansley，J.W. "Market Effects of Changes in the Standard & 
Poor's 500 Index." Financial Review 22 (1987): 53-69. 
Lynch, A.W. and Mendenhall, R.R. “New Evidence on Stock Price Effects 
Associated with Changes in the S&P 500 Index." Journal of Business 70, 3 
(1997): 351-383. 

HTfi9ETEDD 
:__KIII 
saLJBjqLi >IHn3 
